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REPORT. 


The  Committee,  consisting  of  Messrs.  Edward  S.  Tobey, 
Charles  O.  Whitmore,  William  B.  Reynolds,  James  C. 
Converse,  Samuel  T.  Dana,  William  B.  Spooner,  Henry  V. 
Ward,  Marshall  P.  Wilder,  Solomon  R.  Spaulding,  Charles 
Faulkner,  William  Perkins,  and  Albert  Fearing,  appointed 
by  the  Board  of  Trade  at  their  last  annual  meeting,  “  to  make  a 
deliberate  and  thorough  investigation  into  the  causes  of  the  recent 
monetary  difficulties  and  mercantile  embarrassments,  with  a  view 
to  the  adoption  of  such  remedies  as  the  nature  of  the  case  will 
allow,  respectfully 

REPORT : 

That  they  have  entered  into  the  consideration  of  the  subject 
referred  to  them,  not  unmindful  of  its  peculiar  importance.  It 
has  been,  within  the  last  few  months,  the  prolific  theme  of  some 
of  the  ablest  writers  in  this  country  and  in  England.  Indeed, 
so  wide  a  range  has  the  discussion  already  reached,  extending 
from  the  present,  back  to  the  earliest  period  in  the  history  of 
commerce,  and  to  the  origin  of  the  banking  system,  that  it  is 
not  deemed  necessaiy  to  our  present  purpose  to  review  the 
history  of  the  prominent  facts  of  a  remote  period,  but  to  refer  to 
such  of  the  more  recent  events  as  have  been,  in  a  greater  or  less 
degree,  instrumental  in  producing  the  late  monetary  difficulties 
and  crisis — a  crisis  which,  in  its  sudden  development  and  extent, 
was  perhaps  never  equalled,  and  which  presented  a  striking  evi¬ 
dence  of  the  intimate  and  extended  commercial  relations  which 
this  country  holds  towards  the  other  principal  commercial  nations 
of  the  world. 

The  crisis  of  1837  was  not  seriously  felt  beyond  the  prin¬ 
cipal  cities  of  England  and  of  France  ;  but  now,  the  shock  has 
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vibrated  throughout  Europe,  and  its  effects  are  seen  in  distant 
India  and  China.  Amongst  some  of  the  more  prominent  and 
general  causes  which  we  would  suggest,  as  being  more  or  less 
influential  in  producing  mercantile  embarrassments  are, — war ; 
sudden  and  great  changes,  either  in  the  political  character  or  com¬ 
mercial  policy  of  a  government ;  short  crops  ;  discoveries  of  gold 
mines ;  the  abuse  of  the  credit  system ;  and  other  minor  causes 
of  a  more  local  and  limited  character,  such  as  the  destruction  of 
a  large  amount  of  property  by  fire,  and  by  shipwreck.  But  of 
the  causes  to  which  the  recent  commercial  embarrassments  and 
financial  crisis  in  the  United  States  may  be  more  clearly  traced, 
we  would  mention  first,  in  order,  the  most  remote  of  those 
that  we  propose  to  consider,  and  in  reference  to  which  we  are 
aware  there  has  been  much  controversy  ;  and  although  differences 
of  opinion  still  exist,  there  is  an  apparent,  and,  we  trust,  an 
actual  approach  to  more  harmonious  sentiments. 

We  believe,  when  viewed  candidly  as  a  commercial  measure, 
and  apart  from  all  political  and  partizan  bias,  that  comparatively 
few  will  doubt  that  the  tariff  of  1846  did  much  to  contribute 
to  the  late  embarrassments  in  this  country,  by  embodying  the 
unequal  and  often  fallacious  principle  of  “  ad  valorem  ”  duties, 
together  with  a  rate  so  low,  and  a  discrimination  so  injudiciously 
applied,  as  to  encourage  excessive  importation,  showing  an  increase 
in  1857,  as  compared  with  1845,  of  $248,636,000,  which,  we 
think,  all  will  admit  was  far  beyond  the  requirements  of  the 
increase  in  population  during  the  same  period.  The  injurious 
effects  of  this  measure  have,  doubtless,  been  materially  modified 
by  peculiarly  marked  events  ;  such  as  the  famine  in  Ireland, 
demanding  an  extraordinary  export  of  bread-stuffs  from  the  United 
States,  and  by  the  discovery  of  the  rich  and  extensive  gold  mines 
of  California,  by  which  many  hundred  millions  of  gold  have  been 
rapidly  added  to  the  currency  of  the  world. 

This  discovery,  together  with  that  of  the  gold  mines  of  Aus¬ 
tralia,  made  soon  after,  may  be  justly  regarded  as  two  of  the  most 
extraordinary  and  remarkable  events  in  modern  commercial  his¬ 
tory,  not  only  from  the  peculiar  circumstances  immediately  con¬ 
nected  with  their  discovery,  but  from  the  fact,  that  these  vast 
resources  of  wealth,  destined  to  exert  such  a  powerful  influence 
on  the  great  interests  of  mankind,  have  been  apparently  held  in 
reserve  until  the  advancing  civilization  of  the  world  had  reached 
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a  period,  when  the  exigencies  of  commerce  seemed  to  demand  an 
increase  of  the  precious  metals ;  and  when  events,  also  sudden  and 
peculiar,  placed  those  valuable  resources  under  the  control  of  the 
Anglo-Saxon  race — a  race  which  seem  eminently  qualified  to 
advance  the  great  enterprise  of  Christian  civilization. 

These  events  we  place  among  the  first  and  most  influential 
causes  which,  by  their  excessively  stimulating  character,  have  had 
a  tendency  to  produce  the  late  commercial  embarrassments.  We 
include  the  production  of  the  gold  mines  of  Australia,  because, 
from  the  intimate  relations  and  sympathy  between  the  commerce  of 
England  and  her  colonies,  and  that  of  the  United  States,  the 
trade  of  Australia  is  as  open  to  our  ships  as  to  theirs.  Some  of 
the  effects  of  these  discoveries,  together  with  the  nearly  cotempo- 
raneous  discovery  of  the  vast  deposits  of  guano  in  the  Chincha 
Islands,  made  so  opportunely  to  meet  the  necessities  of  agricul¬ 
ture,  were  immediately  shown  in  a  sudden  and  unparalleled 
stimulus  to  commerce.  As  if  by  the  power  of  magic,  the  style 
and  model  of  the  ships  soon  after  built,  was  almost  entirely 
changed,  the  genius  of  the  naval  architect  was  exercised  to  its 
utmost  power,  and  a  splendid  fleet  of  clippers,  of  large  class,  of 
symmetrical  proportions,  and  of  hitherto  unrivalled  speed,  were 
brought  into  service,  contributing  largely  to  the  increase  of  ton¬ 
nage  in  the  United  States,  which  increase  from  the  year  1846 
to  1856  amounted  to  2,309,567  tons,  or  nearly  92  per  cent. 

Many  of  these  ships  having  carried  large  and  remunerative 
freights,  from  the  Atlantic  cities  to  San  Francisco,  proceeded  to 
China,  Manila,  and  to  India,  for  return  freights  to  the  United 
States,  or  to  England,  and  by  their  own  competition  were  com¬ 
pelled  to  accept  rates  so  low  as  to  encourage  those  merchants 
already  engaged  in  the  India  and  China  trade  to  import  much 
more  freely  than  before,  and  also  to  induce  others  to  embark  in 
that  branch  of  business.  Commerce  with  other  ports  in  the 
Pacific  was  also  rapidly  extended,  and  the  sudden  and  unpre¬ 
cedented  increase  in  tonnage  was  only  equalled  by  a  somewhat 
corresponding  development  and  extent  of  trade  with  the  Pacific, 
the  East  Indies,  and  Australia.  The  transfer,  within  a  short  time, 
of  a  large  amount  of  labor  from  the  United  States,  to  the  gold 
mines  and  to  other  departments  of  industry  in  California,  caused 
a  rise  in  the  price  of  labor.  The  influx  of  gold  changed  exist- 
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ing  values  of  property,  and  induced  an  excessive  expansion  of 
bank  loans  and  issues,  as  well  as  of  individual  credit.  This  was 
followed  by  a  spirit  of  speculation  and  of  overtrading,  which 
steadily  increased,  until  the  prices  of  nearly  all  kinds  of  prop¬ 
erty  had  reached  a  point  too  unnatural  to  be  permanently  main¬ 
tained. 

This  extraordinary  impulse  to  commerce  was  continued  and 
sustained  by  the  war  in  the  Crimea,  which  required  a  large 
amount  of  tonnage  for  the  transport  service ;  and  although 
British  vessels  were  more  generally  thus  employed,  yet  a  larger 
“  carrying  trade,”  from  India  and  China  to  Great  Britain,  re¬ 
mained  to  be  prosecuted  by  American  vessels.  The  withdrawal 
by  England  and  France  of  a  vast  amount  of  capital  and  of  pro¬ 
ductive  labor  from  the  ordinary  channels  of  commerce  to  carry  on 
the  war,  could  not  fail  to  create  an  unfavorable  influence  on  the 
financial  condition  of  those  countries,  and  by  our  intimate  rela¬ 
tions  with  them,  on  ours  also.  Coincident  with  and  immediately 
following  the  preceding  marked  and  peculiar  events,  the  great 
staple  productions  of  this  country,  as  well  as  imported  merchan¬ 
dize,  affected  by  some  of  the  causes  already  named,  bore  prices 
which  required  a  much  larger  capital  to  represent  them  than 
formerly.  This  was  especially  true  of  cotton,  the  price  of  which 
was  alsb  enhanced  by  moderate  crops  for  several  consecutive  years, 
by  an  over-stimulated  condition  of  the  manufacturing  interests, 
here  and  in  Europe,  and  by  the  employment  of  more  spindles  than 
was  required  to  meet  the  demand  of  consumers. 

Another  and  by  no  means  unimportant  cause,  was  the  recent 
short  crop  of  sugar  in  Louisiana,  which  led  to  unusually  large 
importations  of  that  article  from  those  foreign  countries,  to  which 
the  exports  of  the  United  States  are  of  comparatively  small  value. 
High  prices,  speculation,  and  absorption  of  capital  followed; 
creating  a  balance  of  trade  against  this  country,  so  far  as  it  concerns 
that  branch  of  business,  to  be  paid  in  specie. 

Again,  the  abuse  of  the  credit  system  has  been  one  of  the  most 
potent  causes,  not  only  of  producing  the  recent  sad  commercial 
embarrassments,  but  of  bringing  them  to  a  disastrous  crisis,  and  of 
leading  to  a  general  prostration  of  business.  Under  that  abuse, 
we  include  first,  and  as  being  more  influential  than  is  generally 
admitted,  the  absorption  of  a  vast  amount  of  actual  capital  in 
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railroads,  and  the  creation  of  an  immense  floating  debt,  sustained 
in  many  cases  at  high  rates  of  interest,  and  constituting  a  heavy 
item  in  our  foreign  debt. 

No  intelligent  and  reflecting  mind  can  doubt,  that  the  rail¬ 
roads  in  the  United  States  have  advanced  and  will  continue  to 
promote  the  material  interests  of  the  country  in  a  degree  not 
easily  over  estimated.  But  it  must  be  admitted,  that  far  too 
many  rival  lines  have  been  constructed,  and  that  a  great  amount 
of  capital  and  labor  have  thus  been  injudiciously  appropriated. 
The  immense  foreign  debt  of  the  United  States  may,  we  think,  be 
regarded  in  some  degree  as  the  abuse  of  credit.  By  foreign  debt 
we  mean  not  only  balances  due  from  the  merchants  of  America 
to  those  of  Europe,  but  also  investments  of  foreign  capital  in 
American  securities.  This  cannot  have  existed  without  more  or 
less  unfavorable  influence  on  our  finances. 

The  cotton  and  woollen  manufacturing  corporations  of  this  Com¬ 
monwealth,  and  in  some  of  the  adjacent  States,  established  by  the 
enterprise  of  some  of  our  most  intelligent  and  worthy  fellow- 
citizens,  and  which  have  done  so  much  to  develop  the  industry 
and  to  promote  the  interests  of  the  whole  community,  we  think 
should  bear  some  share  of  the  general  charge  of  the  abuse  of 
credit.  The  system  of  conducting  then*  business  with  entirely 
inadequate  capital,  as  has  been  done  in  some  instances,  may  have 
been  the  result  of  unforeseen,  and,  to  some  extent,  unavoidable 
circumstances  ;  but  we  cannot  doubt  that  it  has  had  an  injurious 
effect  on  public  credit. 

These  effects  might  have  been  materially  modified,  by  purchases 
of  stock  in  limited  quantity,  proportionable  to  the  deficiency  of 
capital  and  means.  Indeed,  to  us  it  seems  evident  that  the  policy 
of  the  proprietors  of  those  cotton  manufacturing  establishments, 
which  have  not  a  sufficient  amount  of  active  capital,  by  purchasing 
(as  they  have  done)  cotton  early  in  the  season,  and  a  large  portion 
of  the  stock  required  for  the  whole  year,  amounting  in  the  aggre¬ 
gate  to  many  millions  of  dollars,  and  on  terms  almost  equal  to  cash 
by  the  time  the  cotton  arrived  at  the  mill,  with  the  practice  of 
selling  their  fabrics  on  credit  of  six,  of  eight  and  even  of  twelve 
months  ;  and  this  by  borrowing  money  often  at  high  rates  of 
interest,  had  the  effect  to  absorb  a  vast  amount  of  the  monied 
capital  of  this  State,  and  it  seems  to  us  should  be  regarded  as  an 
abuse  of  credit. 
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Again,  such  a  policy  placed  a  great  amount  of  cash  facilities 
at  the  disposal  of  the  cotton  producers,  in  the  early  part  of  the 
cotton  season,  and  thus  contributed  largely  to  their  ability,  and  to 
that  of  speculators,  to  raise  and  to  maintain  prices  far  too  high 
for  the  interest  of  the  whole  community.  It  is  estimated  that  the 
cotton  manufacturers  of  the  Northern  States  have  required,  for  a  few 
years  past,  about  one-fifth  part  of  the  average  crop  of  cotton  raised 
in  the  United  States,  which,  if  taken  at  the  average  production  of 
the  last  three  years,  is  about  six  hundred  thousand  bales  ;  and  at 
the  assumed  average  cost  of  ten  cents  per  pound,  amounts  to  not 
less  than  twenty-five  millions  of  dollars  annually.  The  purchases 
of  so  large  proportion  of  the  year’s  stock,  by  the  manufacturers 
in  the  United  States,  and  (which  have  often  been  made  to  a 
considerable  extent  previous  to  1st  January,)  have  had  no  incon¬ 
siderable  effect  on  the  finances  of  the  Northern  States,  by  causing 
a  large  accumulation  of  cash  funds  in  the  New  York  City  banks. 
These  banks,  for  several  years  past,  have  been  the  collection 
agents  between  the  South  and  the  North,  and  especially  as  it 
relates  to  Massachusetts  since  her  banks  have  been  prohibited 
from  allowing  interest  on  deposits  of  individuals. 

The  consignment  of  cotton  to  New  York  merchants  under 
advance  has  created  a  large  amount  of  funds  from  that  source  in 
New  York  for  the  time  being,  however  the  ultimate  balance  may 
have  been  between  the  North  and  South.  May  not  this  fact, 
added  to  the  effects  of  the  policy  of  the  manufacturers,  as  before 
described,  and  the  known  practice  of  the  New  York  banks  in 
making  extensive  demand  loans,  based  on  these  deposits,  in  a 
measure  explain  the  reasons  for  the  sudden  contraction  of  their 
loans  just  preceding  the  late  suspension  of  specie  payment?  Hav¬ 
ing  continued  the  reduction  of  loans  after  the  cessation  of  specie 
shipments  to  Europe,  may  it  not  have  been  for  the  purpose  of 
fortifying  themselves  against  their  Southern  depositors,  who,  when 
confidence  was  shaken,  and  a  panic  existed,  were  as  likely  to  draw 
specie  as  were  their  city  depositors. 

We  believe  it  will  be  generally  conceded,  that  the  too  liberal 
and  excessive  issues  of  foreign  “letters  of  credit,”  is  another 
abuse  of  the  credit  system,  and  that  this,  in  connection  with  the 
causes  already  mentioned,  did  much  to  encourage  importations 
of  merchandise  from  Europe  and  from  India,  to  an  extent  very 
far  beyond  all  former  precedent,  leading  to  the  accumulation  of 
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stocks  of  East  India  produce,  and  of  European  goods  also,  in 
violation  of  the  great  law  of  supply  and  demand,  and  to  a  conse¬ 
quent  decline  in  prices. 

The  holdinsr  of  these  immense  stocks  Ions:  before  thev  were 
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required  for  consumption,  contributed  largely  towards  creating  a 
balance  of  trade  against  the  United  States  to  be  met  in  specie. 
Especially  is  this  true,  so  far  as  regards  the  trade  with  India, 
China  and  Manila,  since  our  exports  to  those  countries  are  of 
little  value,  as  compared  with  our  importations  from  them. 

Another  instance  of  abuse  of  credit,  may  be  seen  in  the  busi¬ 
ness  policy  pursued  by  many,  and  perhaps  we  may  be  justified  in 
saying,  by  a  majority  of  those  engaged  in  mercantile  pursuits. 
An  inordinate  desire  either  for  rapid  accumulation  of  wealth,  or 
for  means  to  sustain  extravagant  expenditure,  or,  in  some  instances, 
an  excessive  spirit  of  enterprise,  induced  the  transaction  of  busi¬ 
ness  of  too  great  magnitude,  in  proportion  to  the  actual  capital 
and  available  means.  This,  with  the  practice  of  giving  long, 
indiscriminate,  and  too  widely  extended  credit,  often  placed 
large  amounts  of  property  in  the  hands  of  inexperienced  and 
enterprising  merchants,  who  possessed  superficial  knowledge  of 
business,  were  ignorant  of  sound  principles  of  finance,  and 
were  often  tempted  into  speculations,  and  into  such  investments 
as  placed  beyond  their  reach  the  very  resources  wdrich  ought 
to  have  been  paid  to  their  creditors,  to  sustain  their  confidence. 
The  whole  community,  so  far  as  this  system  of  credits  generally 
prevailed,  became  peculiarly  exposed  and  sensitive  to  the  first 
serious,  disturbing  element  in  commerce,  and  consequent  curtail¬ 
ment  of  credit  and  decline  in  prices  of  the  staple  commodities  of 
the  country.  This,  we  think,  was  clearly  illustrated,  in  the  late 
commercial  embarrassments  which  existed  between  the  Atlantic 
cities  and  the  interior  of  this  country. 

The  last,  and  by  no  means  least  important  topic  which  we  pro¬ 
pose  to  consider,  as  one  of  the  abuses  of  credit,  is  the  Banking 
system.  Whatever  degree  of  influence  may  be  properly  attrib¬ 
uted  to  any  or  all  the  causes  already  referred  to,  the  policy  of  most 
of  the  banks  of  New  England  and  of  New  York,  and  perhaps 
of  other  States,  may  be  justly  charged  with  no  inconsiderable 
share  of  the  responsibility,  not  only  of  aiding  to  produce  the  state 
of  affairs  which  led  to  the  late  crisis,  but  of  hastening  the  crisis  itself, 
and  of  aggravating  the  panic  which  accompanied  it.  On  the  banks 
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alone  is  conferred,  by  government,  the  peculiar  right  to  make  and 
to  circulate  a  paper  currency  based  on  specie,  and  intended  to  be 
always  convertible  into  specie.  Banks  being  the  depositories  of 
much  of  the  monied  capital  of  the  people,  and  standing  between 
the  money  lender  and  the  money  borrower,  representing  the  inter¬ 
ests  of  both,  have  a  peculiar  responsibility,  and  can  do  much  to 
regulate  credit  and  the  currency.  Undue  expansion  of  loans,  and 
consequent  over-issues  of  bank  notes,  with  a  small  specie  reserve, 
induce  speculation,  expansion  of  individual  credit,  and  unnaturally 
high  price  of  property  and  are  as  inevitably  followed  by  more 
or  less  sudden  contraction,  as  effects  follow  their  causes  in  the 
natural  world.  We  are  of  opinion,  that,  influenced  by  the  same 
stimulus  which  was  evinced  in  nearly  all  departments  of  trade  and 
commerce,  the  banks  generally  carried  their  loans  too  high,  and 
consequently  created  too  much  expansion  of  the  paper  currency. 

For  illustration,  we  refer  to  the  policy  of  the  New  York  banks, 
(more  in  reference  to  their  loan  than  their  circulation,)  because 
they  occupy  so  central,  and  therefore  so  important  a  position  in 
relation  to  the  commerce  of  the  whole  country.  By  a  published 
statement,  it  appears  that  in  August,  1857,  they  had  a  capital 
of  about  $64,500,000,  a  loan  of  $122,000,000,  specie  about 
$11,738,000,  circulation  of  about  $9,000,000,  and  deposits 
$94,400,000  ;  and  that,  in  October,  1857,  they  had  a  capital  of 
$64,400,000,  a  loan  of  nearly  $102,000,000,  specie  $11,476,000, 
circulation  of  $7,523,000,  and  deposits  $63,301,681, — showing 
a  reduction  in  the  loan  of  20,000,000.  Their  liabilities ,  in 
May,  1857,  were  about  $108,000,000 ;  on  15th  August,  1857, 
$101,000,000  ;  and  on  3d  October,  1857,  $76,000,000  ;  making 
a  reduction  of  $32,000,000  from  the  highest  point,  and  of  about 
$25,000,000  in  fifty  days. 

From  this  comparative  statement  of  the  condition  of  these 
banks,  it  has  been  argued  by  some  that  too  much,  responsi¬ 
bility  has  been  attributed  to  them,  as  producing  the  late  crisis 
and  panic.  But  we  would  ask,  does  not  the  fact  that  it  was 
deemed  necessary,,  under  such  a  state  of  things  as  then  existed, 
suddenly,  and  in  the  brief  space  of  fifty  days,  to  reduce  their  liabil¬ 
ities  twenty-five  millions,  prove,  that  a  loan  which,  under  any  cir¬ 
cumstances,  could  possibly  require  such  rapid  curtailment,  very  far 
exceeded  the  point  that  sound  financial  principles  would  justify  ? 
If  their  loan  had  never  exceeded  fifty  per  cent  over  and  above 
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the  capital,  it  would  have  amounted  on  8th  August,  1857,  to 
$96,800,000  instead  of  $122,077,000,  and  there  could  have 
been  no  necessity  for  a  contraction  approaching  in  amount  to  that 
which  immediately  preceded  the  late  suspension  of  specie  pay¬ 
ments.  Does  not  the  decrease  in  deposits  of  about  $25,000,000, 
from  November,  1856,  to  October,  1857,  (the  relative  amount  of 
specie  and  circulation  being  diminished  about  $1,700,000,)  show 
that  the  loan,  which  amounted  on  8th  August,  1857,  to  $122,077,000, 
was  too  largely  based,  and  therefore  dependent  on  deposits  ?  We 
think  that  this  fact  points  directly  to  this  most  objectionable 
feature  in  the  banking  system.  Equally  pernicious,  also,  is  the 
policy  of  those  banks  which  rely  on  a  forced,  unnatural  and 
excessive  circulation,  under  special  efforts. 

Another  most  powerful  agent  in  disturbing  the  finances,  and 
which  we  apprehend  had  much  influence  in  increasing  the  late 
panic  in  New  York,  is  the  system  of  demand  loans,  which  has 
probably  been  more  extensively  adopted  there  than  elsewhere. 
Loans  of  that  character  are  always  the  most  sensitive,  and  first 
affected  by  decided  indications  of  any  particular-  disturbing  element 
such  as  large  and  frequent  exports  of  specie,  or  other  causes 
having  a  tendency  to  create  a  sudden  demand  for  money.  In 
such  cases,  the  banks  call  in  their  demand  loans,  before  beginning 
to  reduce  their  time  loans.  This  movement,  in  a  city  so  extended 
as  New  York,  vibrates  with  the  rapidity  of  electricity  through  the 
various  channels  of  finance ;  and  if  loans  have  been  made  on  the 
pledge  of  stocks,  these  to  some  extent  must  be  thrown  on  the 
market,  to  enable  the  borrower  to  meet  this  unexpected  call  from 
the  banks.  The  effect,  directly  and  indirectly,  is  obvious.  If  the 
apprehension  of  scarcity  of  specie  is  sufficient  in  degree,  the 
bank  time  loans  must  be  discontinued  in  part,  or  perhaps  en¬ 
tirely.  As  an  inevitable  consequence,  circulation  comes  in,  de¬ 
posits  run  down ,  the  rate  of  interest  runs  up,  and  those  who  have 
been  accustomed  to  depend  on  bank  facilities,  must  seek  accommo¬ 
dation  from  capitalists  and  brokers,  at  high  and  perhaps  ruinous 
rates  of  interest ;  and  why  should  the  bank  managers,  so  far  as 
they  look  only  to  the  immediate  interest  of  the  bank,  object  to  all 
this  ?  It  merely  advances  the  price  of  their  commodity,  and  en¬ 
ables  them  to  take  it  from  the  borrower,  who  has  it  on  demand,  at 

5  per  cent,  and  perhaps  less,  and  to  lend  it  to  another  on  time,  at 

6  per  cent,  or  more,  if  exchange  paper  can  be  had.  This  may  be 
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gain  to  the  bank,  so  long  as  the  stringency  in  the  money  market 
is  not  sufficient  to  make  their  customers  bankrupt ;  but  it  is  of 
immeasurable  disadvantage  to  the  community,  and  ultimately  to 
the  banks  also,  by  producing  irregularity  and  instability  in  the 
money  market,  and  through  that  medium  on  all  species  of  prop¬ 
erty.  Are  not  the  ordinary  vicissitudes  and  risks  of  trade  quite 
enough  for  the  mercantile  community  to  contend  with,  without 
being  subjected  to  the  effects  of  that  engine  of  power  and  of  irreg¬ 
ular  action — a  defective  banking  system  ? 

In  thus  stating  the  practical  workings  of  such  a  system,  we 
believe  that  we  have  narrated  substantially  the  history  of  its 
operations  just  preceding  the  late  suspension  of  specie  pay¬ 
ments.  Our  statement  is  more  or  less  applicable,  of  course,  to  the 
respective  banks  of  each  State,  according  to  the  peculiar  features 
of  the  system  of  each,  and  the  policy  adopted,  and  therefore  calls 
for  exceptions,  but  we  speak  of  the  system  generally.  Even  now, 
while  we  write,  there  is  reason  to  believe  that  the  same  policy  is 
being  repeated,  from  an  undue  solicitude  and  spirit  of  rivalry  on 
the  part  of  bank  managers,  to  make  interest  for  the  stockholders 
out  of  the  present  excessive,  and  perhaps  unprecedented  accu¬ 
mulation  of  deposits  and  specie. 

The  unwary,  and  perhaps  imprudent  merchant  and  speculator, 
may  again  be  tempted  by  a  demand  loan  at  low  interest,  or  by  the 
ready  facilities  offered  him,  to  put  himself  in  the  power  of  the  banks, 
to  be  subject  to  the  first  necessity  of  bank  contraction ;  for,  we 
repeat,  this  policy  of  expansion,  is  the  sure  precursor  of  corres¬ 
ponding  contraction,  more  or  less  sudden  and  severe,  but  which, 
under  the  present  aspect  of  things,  may  be  somewhat  remote. 
Better,  that  this  policy  be  abandoned,  and  instead  of  the  banks 
lending  their  depositors  money,  to  any  great  extent,  beyond 
an  average  amount  which  past  experience  may  have  shown  them 
can  be  relied  on  ;  let  the  deposits  lie  unproductive,  for  the  depos¬ 
itors  to  lend  or  to  invest  themselves.  Then  money  would  fall  into 
legitimate  channels,  and  cease,  through  the  banks,  to  be  a  snare 
to  the  community. 

It  may  not  be  necessary  further  to  trace  the  relations  of  the  bank 
policy  to  the  late  crisis,  having  pointed  out,  distinctly,  what  we 
regard  as  one  of  its  most  influential  and  prominent  causes,  an 
unduly  expanded  loan,  resting  in  too  great  a  degree  on  an  unreli¬ 
able  and  fluctuating  basis  of  large  deposits  and  a  forced  circulation. 
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The  reaction  which  followed,  and  is  always  sure  to  follow,  all 
over-stimulating  influences,  and  over  expansion  of  credit,  may  now 
be  seen  in  the  great  accumulation  of  monied  capital  and  specie 
deposits,  an  excess  of  tonnage  far  beyond  the  requirements  of 
commerce,  with  comparatively  few  vessels  profitably  employed  and 
prices  greatly  depreciated  ;  the  suspension  of  operation  of  many 
manufacturing  establishments,  while  comparatively  few  are  running 
at  full  time  ;  an  accumulation  of  heavy  stocks  of  unsaleable  mer¬ 
chandise,  until  our  public  and  private  warehouses  are  nearly  filled ; 
a  decline  in  the  price  of  labor,  and  a  consequent  increase  within  a 
few  months,  of  emigration  from  the  Atlantic  and  Western  States 
to  California. 

It  is,  however,  gratifying  to  notice  some  slight  indications  of  a 
favorable  change ;  and  although  necessarily  slow  and  gradual,  the 
recovery  to  a  healthy  condition  is  ultimately  sure,  if  salutary 
reforms  shall  be  adopted. 

We  have  thus  far  limited  our  consideration  of  some  of  the 
causes  of  the  late  monetary  difficulties,  principally  as  they  relate 
to  interests  of  this  country ;  but  we  believe  that  investigation 
would  clearly  show,  that  many  of  the  same  causes  have  produced 
similar  effects  in  various  parts  of  Europe,  especially  in  England, 
modified  by  the  peculiarities  in  their  monetary  institutions  and 
commercial  system.  These  causes,  and  the  intimate  commercial 
relations  between  Europe  and  America,  may  be  regarded  as  fully 
adequate  to  produce  the  late  widely  extended  revulsion,  developed 
so  nearly  simultaneously  in  both. 

We  now  turn  to  the  consideration  of  the  other  branch  of  the 
subject  referred  to  us,  namely,  “  The  adoption  of  such  remedies  as 
the  nature  of  the  case  will  allow.”  We  are  aware  that  many  hold 
the  opinion  that  the  diseases  which  afflict  the  commercial  system  are 
self-limited,  and,  without  artificial  remedies,  contain  the  elements  of 
their  own  cure.  Such  persons  regard  any  efforts  to  apply  remedial 
measures  as  fruitless,  and  the  attempt  to  adopt  preventives,  as  hope¬ 
less.  It  may  be  true,  that  some  will  learn,  by  dear  bought  expe¬ 
rience,  to  regulate  their  future  business  by  more  prudent  and  sound 
principles  ;  but  it  should  be  recollected,  that  a  new  class  of  mer¬ 
chants  is  yearly  coming  forward,  without  experience,  and  therefore 
exposed  to  the  repetition  of  the  errors  of  their  predecessors.  If, 
therefore,  the  lessons  of  the  past  suggest  any  improvement  either  in 
our  legislation,  in  our  monetary  institutions,  or  in  our  commercial 
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system,  is  it  not  wise,  but  even  a  duty,  to  make  such  changes  in 
them,  as  circumstances  seem  to  demand  ?  We  believe,  however, 
that  while  some  of  the  primary  causes  of  embarrassment  which  we 
have  referred  to,  are,  from  their  peculiar  nature,  beyond  an  imme¬ 
diate  remedy,  these,  and  all  other  secondary  causes,  are  quite 
within  the  reach  of  appropriate  and  judicious  measures  adapted  to 
modify  and  to  control  their  effects. 

Having  referred  first  to  the  tariff  of  1846,  as  one  of  the  more 
remote  causes  of  the  late  commercial  difficulties,  we  would  suggest 
as  one  of  the  remedial  measures,  such  alterations  as  shall  embrace 
the  salutary  and  equitable  principle  of  specific  duties,  judicious 
discrimination  and  rates,  which  shall  afford  moderate  and  reasona¬ 
ble  protection  to  American  industry.  Practically  sound  and  impor¬ 
tant  as  we  believe  these  principles  are,  it  must  be  admitted  that 
there  are  slight  grounds  to  expect  their  adoption,  since  it  is  a  meas¬ 
ure  on  which  extravagant  and  ultra  views  have  been  held,  resulting 
from  the  political  and  sectional  considerations  which  have  hitherto 
entered  into  its  public  discussions.  There  is  reason  to  apprehend 
that  influences,  emanating  from  the  citizens  of  foreign  countries, 
who  are  themselves  most  dependent  on  a  highly  discriminating 
and  protective  tariff,  have,  together  with  sectional  jealousy  and  a 
superficial  knowledge,  carried  the  legislation  of  this  country  too 
far  in  the  direction  of  free  trade. 

When  the  principal  commercial  nations  of  Europe  shall  have 
adopted  thorough  free  trade  principles,  then  will  it  be  timely  for 
America  to  consider  the  expediency  of  adopting  the  same,  so  far 
as  the  peculiar  condition  of  her  society,  position  and  institutions 
may  justify.  Circumstances  being  nearly  equal,  she  has  nothing 
to  fear  from  an  open  and  free  competition  in  the  commerce  of  the 
world,  especially  as  she  has  already  shown  her  ability  to  con¬ 
tend  (but  not  without  loss)  in  the  unequal  and  disadvantageous 
contest  in  which,  for  years,  she  has  been  engaged  with  the  coun¬ 
tries  that  in  a  great  degree  adhere  to  a  highly  protective  policy, 
adapted  to  their  own  peculiar  condition.  Although  we  have  alluded 
to  the  slight  probability  of  obtaining  any  reform  in  this  depart¬ 
ment,  yet  partizan  zeal  and  warfare,  as  to  the  tariff,  have  so  much 
abated,  that  we  do  not  abandon  the  hope  that  liberal  and  compre¬ 
hensive  principles  may  yet  gain  the  ascendancy,  which  shall  be 
consistent  with  the  true  interests  of  the  whole  country. 

Of  the  other  remedies  we  have  to  propose,  we  regard  as  more 


15 


necessary  and  effectual  than  all  others,  a  thorough  reformation  of 
the 

CREDIT  SYSTEM. 

Credit  may  be  regarded  as  one  of  the  most  prominent  and  pecu¬ 
liar  characteristics  in  modern  commercial  history.  It  has  entered 
so  extensively  into  the  mercantile  policy  of  the  leading  nations  of 
the  world,  as  to  become  identified  with  their  various  branches  of 
productive  industry ;  and  notwithstanding  its  abuses — to  which 
we  have  referred — to  its  legitimate  use  may  be  attributed,  in  a 
great  degree,  the  rapid  growth  and  progress  of  the  commerce, 
agriculture  and  manufactures,  of  the  United  States.  While  tem¬ 
porarily  suffering  from  its  abuse,  such  reformatory  measures  as 
experience  and  sound  principles  dictate,  will  place  the  great  inter¬ 
ests  of  our  country  on  a  more  secure  foundation,  and  also  lead  to  a 
more  healthy  development  and  growth,  than  has  ever  before  been 
witnessed.  In  the  extremes  to  which  the  human  mind  is  naturally 
inclined,  some,  by  fixing  attention  too  exclusively  on  the  effects  of 
the  abuse  of  credit,  have  become  the  advocates  of  a  restriction 
almost  equivalent  to  an  entire  abandonment  of  the  system.  They 
would  abolish  a  paper  currency,  and  substitute  an  exclusively 
metallic  one  ;  and  oppose  the  existence  of  all  corporations,  because 
some  of  them  have  abused  their  credit.  Others  cany  then  theories 
so  far,  as  to  approve  of  the  discontinuance  of  all  individual  credit, 
and  the  adoption  of  an  entire  cash  system.  Such  extreme  opin¬ 
ions  are  advocated  either  by  mere  theorists,  or  by  those  who  have 
suffered  from  the  excessive  and  unskillful  employment  of  credit, 
and,  in  some  instances,  by  those  whose  very  fortunes  were  the 
fruit  of  a  judicious  use  of  it.  The  latter,  appear  to  be  unmindful 
of  the  fact,  or  that  the  value  of  their  property  and  business  now 
depends,  in  some  degree,  on  the  existence  of  a  sound  credit 
system,  and  somewhat  complacently  declare  their  independence 
of  it,  because  they  happen  to  have  reached  that  fortunate  point 
in  their  history  when  they  can  conduct  a  limited  business  on 
their  own  resources.  Such  views  may  serve  the  purpose  of 
securing  to  then  possessors  a  competency  for  the  remnant  of  a 
life  already  nearly  spent  in  very  moderate  accumulation  ;  but  as  a 
guide  or  rule  for  those  who  have  the  capacity  and  public  spirit 
to  conduct  enterprises  commensurate  with  the  demands  of  the 
present  age,  they  may  be  regarded  as  contracted,  illiberal  and 
unsound.  These  views  are  directly  opposed  to  the  genius  and 
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spirit  of  a  true  and  healthy  progress,  and  are  paralyzing  in  their 
influence  on  the  various  enterprises  which  promote  the  actual 
advancement  of  commerce  and  civilization.  The  most  enlightened 
and  intelligent  nations  have  too  long  and  too  thoroughly  approved  of 
the  credit  system  and  a  mixed  currency,  to  abandon  either,  because 
of  their  imperfection  and  abuses.  Is  it  not  rather  the  part  of  wis¬ 
dom  to  regulate  both,  by  throwing  around  them  such  safeguards 
and  improvements  as  the  light  of  experience  indicates  to  be  nec¬ 
essary.  It  is  in  this  view  of  the  subject  that  we  propose,  as  one 
of  the  reforms  in  the  credit  system,  a  change  in  policy,  by  some 
of  the  cotton  and  woollen  manufacturing  corporations  of  New 
England,  and  especially  by  those  within  our  Commonwealth  ;  and 
here  we  would  remark,  that  it  is  only  of  their  policy  as  it  bears 
on  the  public  interest,  that  we  feel  at  liberty  to  speak.  Created 
by  legislative  enactment,  and  controlled  by  peculiar  laws  having 
reference  in  some  respects  to  the  protection  of  the  rights  of  the 
public,  the  management  of  corporations  becomes  a  proper  subject 
of  public  discussion. 

In  our  appreciation  of  the  value  and  importance  of  manufactures, 
as  one  of  the  great  branches  of  industry  on  which  the  future 
growth  and  prosperity  of  the  community  in  a  great  degree  depend, 
we  yield  to  none ;  and  for  this  reason  we  are  the  more  desirous  of 
seeing  a  sound  policy  adopted,  which  shall  at  the  same  time  pro¬ 
mote  the  best  interests  of  the  community,  and  not  conflict  with 
the  true  interests  of  the  stockholders.  We  suggest,  whether  it 
would  not  be  better  that  purchases  of  raw  material  should  be 
limited  more  nearly  to  immediate  wants  and  available  means ;  and 
even  if  without  adequate  capital,  would  it  not  be  more  in  accord¬ 
ance  with  sound  principle,  that  these  corporations  should  be 
manufacturers,  rather  than  by  the  purchase  of  excessive  stocks, 
long  in  advance  of  their  wants,  become  cotton  and  wool  specula¬ 
tors  1  The  system  heretofore  pursued,  has,  and  if  continued 
will  exert,  a  powerful  and  a  prejudicial  influence  on  finance. 
A  system  of  shorter  credits  on  sales,  and  the  purchase  of  more 
cotton  in  the  Northern  markets  on  usual  terms  of  credit,  would, 
we  think,  ultimately  operate  favorably  on  the  general  interests 
of  the  community,  and  not  adversely  to  the  interest  of  the  manu¬ 
facturer. 

We  would  further  suggest,  that  all  manufacturing  companies, 
hereafter  incorporated,  be  required  by  law  to  have  not  less  than 
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forty  per  cent  active  or  “  quick  capital for  the  purpose  of  con¬ 
ducting  their  business,  beyond  the  amount  invested  in  real  estate 
and  machinery,  before  they  commence  manufacturing.  Had  this 
salutary  law  been  in  operation  for  the  last  twenty-five  years, 
would  it  not  have  guarded  and  protected  the  community,  and  the 
manufacturer  also,  from  many  of  the  sad  consequences  recently 
experienced,  which  have  been  in  part  the  result  of  an  excessive 
increase  of  manufactures  and  competition. 

If  it  be  objected,  that  this  proposed  measure  is  unduly  stringent, 
and  an  interference  with  private  rights,  we  reply,  why  should  cor¬ 
porations  holding  charters  from  the  government,  and  having 
millions  of  invested  capital,  be  permitted  the  unrestrained  issue  of 
their  notes,  which,  from  their  abundance,  at  times  have  amounted 
almost  to  a  currency,  and  no  adequate  basis,  in  the  form  of  avail¬ 
able  capital  be  required  ?  Are  not  the  mass  of  the  community, 
who  from  want  of  opportunities  of  knowledge,  have  been  induced 
to  place  entire  confidence  in  these  notes,  because  they  were  known 
to  rest  on  a  large  invested  capital,  entitled  to  protection  by  some 
check  on  such  an  abuse  of  credit  ? 

We  next  propose  changes  in  the 

BANKING  SYSTEM, 

in  order  to  remedy  and  to  guard  against  some  of  the  existing 
evils  in  the  credit  system,  and  also  to  modify  and  control  some 
of  the  unavoidable  causes  of  financial  embarrassment.  We  are 
aware  that  any  propositions  whatever,  of  this  nature,  are  re¬ 
garded  with  suspicion,  if  not  with  positive  opposition,  by  some. 
But  to  claim  that  the  banking  system  is  so  nearly  perfect,  that  it 
cannot  be  amended  by  any  changes,  is  higher  ground  than  can  be 
justly  claimed  for  any  institution,  and  is  in  effect  to  deny  the  law 
of  progress  and  improvement.  If,  under  the  ever  changing 
features  of  the  commercial  world,  our  monetary  institutions  re¬ 
quire  no  change,  to  conform  to  the  ascertained  results  of  obser¬ 
vation  and  experience,  then  indeed  have  they  peculiar  elements 
of  perfection.  We  believe,  however,  that  a  careful  and  thorough 
examination  of  this  system,  in  its  practical  operation,  will  convince 
the  candid  that  some  amendments  may  be  wisely  adopted.  We 
would  suggest  the  following,  to  be  made  by  legislation. 

Loans  to  be  restricted  to  fifty  per  cent  over  and  above  the 
amount  of  capital  stock  ; 
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Loans  or  discounts  to  be  suspended,  whenever  the  specie  in  the 
bank  does  not  amount  to  ten  per  cent  on  the  capital ; 

No  demand  loans  to  be  made ; 

No  interest  allowed  on  deposits  of  any  kind,  whether  those  of 
banks  or  of  individuals. 

Circulation  not  to  exceed  fifty  per  cent  of  the  capital. 

No  tax  on  the  capital  to  be  paid  to  the  State,  and  no  obligation 
to  loan  to  the  State  money  at  less  than  six  per  cent. 

So  far  as  the  preceding  proposed  changes  refer  to  loans  and  to 
circulation,  we  claim  that  it  is  requiring,  by  law,  very  little  more 
restriction  on  all  the  banks  of  Massachusetts,  than  the  self- 
imposed  limits  practically  adopted  by  some  of  the  more  con¬ 
servative  banks.  In  proof  of  this,  we  would  state  that  a  well- 
managed  bank  in  Boston,  with  a  capital  of  a  million  dollars,  dur¬ 
ing  three  and  a  half  years  ending  the  1st  of  January  last,  (a  period 
of  general  bank  expansion,)  has  maintained  an  average  loan  of  not 
exceeding  fifty-five  per  cent  over  and  above  its  capital ;  and  if  its 
reserve  fund  of  about  ninety  thousand  dollars  is  included,  the  loan 
has  been  little  more  than  fifty  per  cent  over  and  above  both.  Its 
average  circulation  has  been  less  than  sixteen  per  cent,  and  aver¬ 
age  amount  of  specie  about  eight  per  cent  on  its  capital.  During 
the  same  period,  it  has  paid  an  average  annual  dividend  of  eight 
per  cent,  and  diminished  its  reserve  fund  only  about  $£,000 — a 
result  which,  it  is  believed,  has  been  highly  satisfactory  to  its  stock¬ 
holders.  What  just  reason,  then,  exists,  for  continuing  the  policy 
of  the  banks  that  carry  their  loans  to  about  eighty,  and  some 
as  high  as  ninety-nine  per  cent  over  their  capital,  and  sustain  an 
unnatural  and  forced  circulation  equal  to  nearly  three-fourths  their 
capital,  to  enable  them  to  accumulate  a  large  reserve  fund  for  the 
stockholders,  at  the  expense  of  the  business  community  ?  Does 
not  the  experience  of  the  last  year  show,  that  industry  has  been 
taxed  for  the  benefit  of  capital  far  higher  than  it  could  afford  to 
pay?  By  reference  to  the  official  returns  of  the  banks  of  this 
State,  it  appears  that  in  1839,  when  the  currency  and  general  con¬ 
dition  of  the  country  were  free  from  any  peculiarly  disturbing 
elements,  the  bank  capital  was  $34,485,000,  loans  $44,967,749, 
or  about  thirty  per  cent  over  and  above  capital ;  circulation, 
$7,875, 3££,  or  about  twenty -three  per  cent  on  the  capital.  From 
this  date,  alternate  expansion  and  contraction  have  continued,  until, 
in  1857,  the  capital  being  $59,000,000,  the  loans  had  reached  to 
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$102,000,000,  or  about  seventy -three  per  cent  in  excess  of  the  cap¬ 
ital  ;  and  the  circulation  to  about  $25,000,000,  or  about  forty -four 
per  cent  on  the  capital. 

The  present  law  allows  a  loan  of  twice  the  amount  of  capital, 
and  a  circulation  of  twenty-five  per  cent  over  and  above  the 
capital,  and  is  perfectly  inoperative,  as  far  as  it  relates  to  the  con¬ 
servative  institutions  whose  managers  do  not  deem  it  safe  or  right 
for  them  to  go  to  the  extreme  limit  of  the  law  in  these  respects. 
As  there  are  some  banks  that  have  generally  carried  their  loans 
and  circulation  nearly  as  high  as  the  law  permits,  their  loan 
sometimes  having  been  as  high  as  eighty  and  ninety  per  cent  over 
the  capital — it  follows  that  other  banks  must  have  heretofore 
kept  their  loans  at  fifty  per  cent  or  less.  Otherwise,  the  average 
per  cent  of  the  aggregate  amount  of  loans  and  circulation  of  all 
the  banks  in  Massachusetts,  could  not  have  been  as  low  as  by  the 
official  returns  it  appears  they  were.  In  such  a  relative  condition, 
it  is  evident  that  the  banks  most  exposed  to  the  necessity  of  sud¬ 
den  contraction,  and  therefore  most  responsible  for  its  effects,  are 
those  which  have  a  loan  and  circulation  the  most  extended.  When¬ 
ever  an  emergency  arises,  there  devolves  on  the  more  prudently 
managed  banks  the  necessity  of  restoring  the  equilibrium  in  the 
finances,  by  keeping  up  their  line  of  discount,  (to  a  moderate 
extent,  however;)  while  the  extended  banks  are  compelled  to  sus¬ 
pend  discounting  altogether,  and  contract  their  circulation,  to  the 
great  disturbance  of  the  money  market,  and  the  inconvenience  of 
their  own  customers.  In  this  view  of  the  subject,  it  seems  desirable 
that  such  legislative  action  should  be  had,  as  will  secure  to  the 
people  of  this  Commonwealth  an  improved  banking  system,  and 
one  which,  as  wTe  have  endeavored  to  show,  will  have  the  effect  to 
modify  commercial  fluctuation,  so  far  as  it  can  be  done  by  the  more 
regular  action  of  banks.  Finally,  we  would  suggest  the  salutary 
influence  of  a  restriction  on  credits,  by  the  mercantile  community 
generally,  and  by  their  limiting  the  extent  of  business  nearer  to  the 
actual  capital. 

As1  we  are,  however,  aware  that  efforts  have  been  already  made 
to  restrict  credit,  showing  clearly  the  general  sentiment  on  this 
subject,  we  deem  it  needless  to  dwell  at  length  on  its  advantages. 

Your  Committee,  having  thus  endeavored  to  discharge  the  duty 
assigned  to  them,  in  conclusion  would  remark,  if  it  shall  be  thought 
by  any  that  they  have  embraced  too  much  in  the  consideration  of 
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the  subject,  their  apology  must  be  found  in  its  peculiar  character, 
and  the  somewhat  comprehensive  terms  in  which  the  Board  were 
pleased  to  refer  it  to  them.  Your  Committee  have  deemed  it 
more  useful  to  review  and  narrate  such  of  the  comparatively 
recent  events  of  commercial  history,  and  the  operation  of  systems 
as  have  passed  under  their  own  observation,  and  within  the 
range  of  their  own  experience,  than  to  theorize  on  the  abstract 
principles  of  political  economy. 

On  a  subject  so  comprehensive  in  its  nature,  it  cannot  be  ex¬ 
pected  that  all  will  agree  ;  but  your  Committee  have  approached 
so  nearly  to  unanimity,  that  it  is  hoped  at  least  a  majority  of  the 
Board  may  be  found  to  assent  to  the  views  herein  presented. 

Which  is  respectfully  submitted  in  behalf  of  the  Committee. 

EDWARD  S.  TOBEY,  Chairman. 
Boston,  April  6,  1858. 
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